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BOCs to charge competitors exorbitant rates for essential services. Even though it offered a
$14.30 rate for unbundled loops to MFS in negotiations and even though it agreed to a $14.30
rate in an agreement it signed with Dial US in Missouri, Southwestern Bell argued that its cost-
based unbundled loop rate for voice-grade loops using the FCC’s pricing methodology was
between $17.15 and $50.05 per month, plus an additional $2.15 per month for cross
connections that allow a new entrant to connect the unbundled loop to its facility. In addition
to these monthly charges for an unbundled loop (i.e., loops without the functionality of local
service), Southwestern Bell proposed to charge new entrants non-recurring charges of $353 to
$98 per loop. Fortunately, the Missouri Commission generally rejected Southwestern Bell's
loop rates, but it is not clear how a new entrant could offer a competitively priced local
telephone service if forced to pay the allegedly cost-based loop prices proposed by
Southwestern Bell.

As another illustration, Southwestern Bell has used its control over central office
facilities to extract exorbitant collocation charges from new entrants.'? it is not unusual for
Southwestern Bell to demand collocation charges that exceed $200,000 for the first firm that
collocates in a central office and occupies 100 square feet. In contrast, other incumbent
carriers charge collocation charges less than $25,000. Southwestern Bell takes the position
that the first firm to collocate in a central office must pay all of the costs associated with

upgrading and modifying a central office for coliocation, an approach that obviously diminishes

a
~

= Collocation refers to the charges for accommodations an incumbent carrier makes to
allow competitors to place and operate equipment in the incumbent carrier's central
office. Typically, a new entrant seeks to collocate in order to interconnection its
facilities with the facilities of the incumbent carrier, such as local loops. Collocation is
an essential element for the use of and access to unbundied loops.
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the attractiveness of collocation. Thus, under Southwestemn Bell's proposal, if MFS wished to
buy unbundled loops in Missouri to provide competitive access services, it would have to pay
the $200,000+ collocation charges required by Southwestern Bell, plus the $53 to $99 per
loop non-recurring charges, plus the $2.15 per month per loop for connecting the loop to
MFS’s collocated facilities, plus $17.15 to $50.05 per month per loop depending on the
location of the loop and the grade of service. The level of those charges seem designed to
foreclose competitors from using Southwestern Bell's essential facilities.

As another example, early this year US West moved to “grandfather” CENTREX
service in the fourteen states of its service territory. By the terms of US West's petition,
CENTREX would continue to be made available to existing customers, but no new orders for
the service would be processed and stifling limits would be placed on the ability of existing
customers to acquire additional lines. Competitors of US West who would otherwise
purchase CENTREX service on a wholesale basis for resale to retail customers are
foreclosed from entering this market segment by US West's actions. Competitors have been
successful at cultivating demand for CENTREX and using the service as a stepping stone to
entering particular local exchange markets. US West, on the other hand, offers CENTREX
primarily as a convenience for a limited set of retail customers. By grandfathering the service,

US West sought to derail emerging competitors without denying itself the ability to continue to
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meet the needs of its own existing customer base.’¥ Already, six states have expressly
denied US West's petition to grandfather CENTREX, citing its anticompetitive character.’

In December of 1995, Ameritech included a billing insert for customers in each of its
states that ostensibly offered protection against slamming. The inserts declared: “While
Ameritech can do nothing to resolve the problem after your long-distance service has been
slammed, we can easily protect you before it happens.” Custorners were promised that, if
they filled out and returned the enclosed form: “Ameritech will not permit any changes to your
account unless you notify us by phone or in writing of your desire to make changes.”
Ameritech’s so-called “Don’t Get Slammed” campaign was misleading and blatantly
anticompetitive. The purported slamming protection not only applied to a customer’s selection
of an interLATA carrier, it also froze their intraLATA and local carriers (though the insert itself
never revealed this aspect of the program). New local competitors of Ameritech would have
to ask every potential customer with slamming protection to call or write Ameritech to switch
local carriers — a process that internal Ameritech memoranda expected to minimize

“customer defection.” The Michigan Public Service Commission condemned Ameritech’s

l)

Under the terms of the petition, US West's own CENTREX customers also would have
been insulated from the marketing efforts of competitors.

These states include Colorado, lowa, Oregon, South Dakota, Utah, and Wyoming.
Arizona has reportedly ignored the petition, while other states are currently
deliberating. Only idaho and Nebraska have granted the petition. Yet, these are
hollow victories for US West because the number of CENTREX subscribers, and local
competitors, in those states is minuscule. Most likely, few parties rose to challenge US
West's petition in Idaho and Nebraska and, with the relatively minor number of

CENTREX subscribers there, the public utility commissions were not moved to strike
down US West's petition.
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actions, ordering it to apply slamming protection only to customers’ interLATA carriers (as
actually described in the billing insert) and to send out a “corrective” billing insert. &/

Upon entry into in-region long distance markets, BOCs seem predisposed to leverage
their market power in the local services market to gain an unfair competitive advantage in
other markets. Being monopolists of local exchange markets, BOCs have unique access to
information about customers and traffic patterns to facilitate expanding into adjacent markets
that cannot be duplicated by competitors. For instance, Bell Atlantic recently offered
customers who possess a second line the opportunity to receive discounted Intermnet service
(see Attachment 2). Since it is not the local telephone company, an internet competitor could
not make a similar offer, nor could it identify which customers had second telephone lines
used for data traffic. Absent effective competition in local service markets, BOCs could use
similar tactics in the long distance market. For example, BOCs could offer reduced long
distance charges for customers who subscribe to more than one line, knowing that such
customers tend to be heavy long distance users.

In providing essential access and interconnection services to customers, BOCs can

influence customer perceptions of a long distance competitor's quality of service in any of the

following ways:

> provisioning service for competitors in an erratic and untimely manner,
> neglecting to restore competitors’ service rapidly during outages,
> refusing to offer network capabilities sought by interconnectors;

15/

Sprint Communications, L.P. v. Amentech Michigan, Case No. U-11038 (Mich. P.S.C.
Aug. 1, 1996) (published in 171 P.U.R 4th 429).
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> failing to accommodate interconnectors’ architecture requirements;
- withdrawing network facilities that are better used by competitors;
- focusing design efforts on network features that are most valuable to the long

distance divisions of BOCs; and

> declining to help interconnectors experiment with new technology.

Ill. BOC ENTRY INTO INTEREXCHANGE MARKETS IS APPROPRIATE ONLY WHEN A
BOC CANNOT LEVERAGE ITS CONTROL OVER ESSENTIAL FACILITIES TO GAIN
AN UNFAIR COMPETITIVE ADVANTAGE OR DISADVANTAGE COMPETITORS

When should BOCs be allowed to compete in interexchange markets? Simply stated,
BOCs should be aliowed to compete in interexchange markets when they cannot leverage
their control over essential facilities -- typically access services and access to essential
unbundled local network elements -- to gain an unfair competitive advantage or otherwise use
their control over these essential local facilities to disadvantage competitors. Obviously, the
Telecommunications Act sets up a statutory framework for ensuring that the BOCs cannot
leverage control over essential facilities to disadvantage competitors and creates the
possibility of entry into interexchange and equipment markets as an economic incentive for
BOCs to comply with the statutory mandate. The Department should be careful to preserve
the Congressional incentive structure until it has served its purpose. If BOC entry is granted
too soon before local competition takes root, BOCs lose the incentive to cooperate with the

development of local telephone competition.’¥ So far, local competitors have negotiated

& GTE has the authority to provide long distance services. GTE's reluctance to enter

(continued...)
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interconnection agreements with various BOCs, but have yet to enter local exchange markets
to any significant degree. Resale of local service, provision of competing local service
through the use of unbundied loops or the provision of competing local through existing cable
television or electric utility networks have not yet been universally deployed and made
available to consumers.:Z BOCs have virtually no track record of actually implementing the
provisions of their interconnection agreements.’¥ The Department should give the
interconnection agreements a “shake-down cruise.” That is, it should wait for local
competition to develop before it opines whether BOCs have complied with their half of the

bafgain impilicit in the Telecommunications Act.

—
jol
=

(...continued)

into interconnection agreements and conclude comprehensive agreements may
ilustrate how difficult interconnection negotiations with the BOCs would be if they did
not have the prospects of interLATA long distance entry as a reward for concluding an
interconnection agreement.

For example, MFS currently buys loops from New York Telephone Company (“NYT") in
New York City. Over the last two years, MFS has leased only about 5,000 loops. This
operation is tiny (though it is probably the largest such endeavor in the country) and
should not be the basis for assessing NYT's compliance with Section 271 of the
Communications Act. NYT would probably concur, for MFS has experienced grave

and severe problems with the service quality and timely provisioning of unbundied
loops.

'__\
=

For example, no one knows whether BOCs will act in good faith to provide competitors

with the same levels of service quality and timely provisioning that their own customers
receive.
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IV.  THE IMPLEMENTATION DETAILS OF BOC COMPLIANCE WITH SECTION 271
HAVE NoT BEEN RESOLVED

Naturally, a BOC application to enter in-region long distance markets should at least
satisfy the statutory checklist of Section 271(c)(2)(B) of the Communications Act. However,
there are still a large number of technical implementation details that need to be resolved if
the Section 271 checklist is to be properly applied. In many areas, technical electronic
interfaces for interconnection between the BOCs and competitors have not been written,
deployed or tested. For example, no details of the processes by which BOCs would test their
switches to ensure that the NXX codes used by competitors have been loaded properly have
been developed or deployed. In order that the provisions of Section 271 are implemented, it
is critical that regulators -- including the Department -- develop mechanisms to ensure that the .

technical details of interconnection are addressed.¥

CONCLUSION

For the reasons described above, MFS recommends that the Departmeni carefully
consider the competitive risks associated with BOC entry into long distance markets. So long
as they control essential access services, they will have the ability to leverage that control to
harm long distance competition if allowed to enter the long distance market on a vertically
integrated basis. In addition, if they are allowed into the long distance market on a vertically

integrated basis, that will create incentives to restrict the development of local service

W See Comments of ALTS filed with the Department in this proceeding for some of the

details that should be addressed.
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competition since local service competitors, like MFS, reduce the BOCs' ability to leverage
essential access services. In no instance should BOCs be allowed to provide interLATA long
distance services until they have complied with the statutory requirements of Sections 271
and 272 (including the necessary technical implementation details), and until competitive
alternatives to their essential services are universally availabie.

As described above, MFS believes that BOCs can quickly enter the long distance
market by spinning-off their local ioop facilities from the other, more competitive operations
and functionalities. In doing so, the BOCs can address the anticompetitive incentives that
arise from the vertically integrated provision of essential local and long distance services as

well as number of other policy issues.

Respectfully submitted

. 45[’“'#’» 0;\‘.{1%9\
David N. Porter Andrew D. Lipman
Vice-President, Government Relations Mark P. Sievers
MFS Communications Company, inc. SWIDLER & BERLIN, Chartered
3000 K Street, N.W., Suite 300 3000 K Street, N.W., Suite 300
Washington, D.C. 20007 Washington, D.C. 20007
(202) 424-7709 (202) 424-7872 (voice)

(202) 424-7647 (FAX)

17684310
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ATTACHMENT 1 -- LOOP PRICES PROPOSED BY SOUTHWESTERN BELL IN MISSOURI

SWB's Rebuttal Testimony Monthly Rate Non-recurring charges II
September 4, 1996 (Bailey Schedule 1-1)

Unbundled Loops |
8db loops ’
Zone 3 $43.10 $53.20 + $22.65 Add'l loops
Zone 2 $27.40 $53.20 + $22.65 Add'l loops
Zone 1 o $17.15 $53.20 + $22.65 Add'l loops
5 db loops (8db loop + conditioning) L

Zone 3 $50.05 $99.65 + $40.15 Add'l loops ‘

522: f $34.35 $99.65 + $40.15 Add'l loops
Basic Rate Interface 2-wire $24.10 $99.65 + $40.15 Add'l loops

gg:: g $85.30 $117.80 + $61.65 Add'l loops

Zone 1 $60.35 $117.80 + $61.65 Add'l loops
'Primary Rate Interface 4-wire $44.90 $117.80 + $61.65 Add'l loops

Zone 3

Zone 2 $168.95 $278.65 + $110.00 Add'l loops

Zone 1 $153.85 $278.65 + $110.00 Add'l loops

$136.75 $278.65 + $110.00 Add'l loops %I

Loop Cross Connects
Analog Loop

2-wire
4-wire
Digital Loop
2-wire
4-wire
Connection to SWB Multiplexer
Analog 2-wire
Analog 4-wire
Digital 2-wire

Same C.O.

$2.15
$4.25

$2.15
$11.45

Different C.O.

$5.10
$6.85
$12.20
$5.10
$6.85

$12.20

Same C.O. Different C.O.
$71.25 $104.85
$84.35 $122.95
$71.25 $104.85
$104.85

$140.70
$145.70
$140.70
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Bell Atlantic Internet Promotional Materials
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Introducing an
Infernet Service
Provider that finally
lives up to the name.

Bell Atlantic ..o
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We'd like to thank you for being a valued Bell Atlantic
Additional Line customer. So heres the chance to try

Bell Atlantic.net free for your first 30 days. Bell Atlantic.net
gives you easy Internet access for home and work and has all
the tools you need to search, surf and chat ~complete with a
personal e-mail address.

Easy to use, easy to explore.
With Bell Atlantic.net, you can do it —or you can do it better.
You're guided with simple icons and symbols instead of tech-
nical jargon. And your time online is time well spent. Using
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the Internet to do more, work faster, or
communicate better.

With a world online,
here’s where you begin.
Start from three Bell Atlantic.net “zones”
that simply organize the best places to visit.
MY SPACE makes a handy home base for all
you collect online - including favorite Web
sites and more. 1OCAL LIVING gives you a guide to every-
thing in your area—for the menu of a new restaurant, the

©1996 Bell Atlantic Internet Solutions



schedule of your hometown team, even the best route 1o take " Help when you need it from
for your weekend getaway. And with THE WORLD OF you someone you trust
have a fink 1o vast Internet resources, information libraries, . .
, : Bell Atlantic.net makes sure you get the quality customer
and i wealth of new people, contacts and ways to enrich . L
e service you deserve, whenever you need it, with two easy
'OL
y ways to contact us for help. Call for our 24-hour customer
All the tools you need. service and we'll walk you through any questions you may
Bell Alantic.net comes with a handy menu bar thats always in have, or send us your inquiries over our easy e-mail

hotline. And
because
service goes
hand in hand
with value,

p .
Comments you'll find a

sight, so you get right to
features that make
your online time
worthwhile.
SEARCIH lets you
sort instantly

through millions of Web pages — [rom movie reviews to choice of Bell Atlantic.net rate plans to fit your needs.
business insights. With E-MAIL you connect with family and

fricnds. Join online discussions about virtually any subject Call now for your free Bell Atlantic.net software
with CHAT. And if you're alter a certain topic, click INDEX and get 30 days FREE* UNLIMITED INTERNET ACCESS at

[ you'll find it in an instant. There' HELP tool f;
quick answers o your questions 1 800 NET-6280
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Operating System: ___ Windk
Preferred Format: Disket

Name
Address
City

Phone

Choose the plan thats ri
Unlimited Plan: Fnjoy the [reedom of tc
at a single low rate of $17 95 per mo
Hourly Plan. $4 95 a month for 5 how

*Global Service Provider «harges not included ¢

compatible software available sonn Macintost
Microsolt and Windows are registered irad
service provided by Rell Adantic lnterner Sl
access not avaitable in all arcas
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Need another Bell ¢
Be sure to ask about our
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CERTIFICATE OF SERVICE

I hereby certify that on this 23rd day of March 1998, copies of Comments of WorldCom,
Inc. were served by first class mail or hand delivery on the following:

Anne K. Bingaman Janice M. Myles

Douglas W. Kinkoph Common Carrier Bureau

LCI International Telecom Corp. Federal Communications Commission
8180 Greensboro Drive 1919 M Street, N.W.

Suite 800 Room 544

McLean, Virginia 22102 Washington, D.C. 20554

Peter A. Rohrbach International Transcription Service
Linda L. Oliver 1231 20th Street, N.W.

Hogan & Hartson Washington, D.C. 20036

Columbia Square
555 Thirteenth Street, N.W.
Washington, D.C. 20004

Rocky N. Unruh
Morgenstein & Jubelirer
One Market

Spear Street Tower, 32nd Floor
San Francisco, California 94105

Eugene D. Cohen
326 West Granada Road
Phoenix, Arizona 85003

LoootlOJ1 3.

Russell M. Blau




